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$42.35
Sporting Goods
$961 M
$27.58 – $43.45
0.85

Catalysts:
 Short-term (within 3 months): volatility after
earnings may create momentum to reach target price
in a very short time
 Mid-term (within 6 months): Inactivity in the U.S
has started to decrease in most age groups in 2016
 Long-term (1 to years): End of consolidation in the
sector, New tax environment, Improvement in the
overall economy

Company Description:
Hibbett Sports is a chain of sporting goods stores, founded in 1945. It counted 1,047 retail stores across the
country in January 2016, composed of 1,027 Hibbett Sports and 20 Sports Additions stores, which are athletic
shoe stores. The company is mainly present in the Midwest, Mid-Atlantic, Southwest and South, and its stores
are usually 5,000 square foot large. Around 20% of the stores are located in shopping centers while the
remaining 80% are in strip malls or free standing locations. Sales are composed of 49% footwear, 29%
apparel and 22% equipment. Hibbett Sports mainly sell Nike products, which represent 57.5% of purchases,
Under Armour, 15.9% of purchases, Reebok, Adidas, The North Face, Easton and Yeti.
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Thesis


Undervalued sector due to current consolidation



Superior margins creation



Superior value creation



Sustainable growth of comparable store sales



Drastic control or decrease of COGS and SG&A per store



Only company with zero debt in the sector



Overall, best in class investment in the industry

Siena Market Line
week of November 2016

themselves within the industry beforehand. To do so, I recommend to
invest in the best in class firm in this shrinking industry.

Industry Environment
The sporting goods chain is a niche market with few competitors in the
country. With the bankruptcy of Sport Chalet on April 2016 and the one
from Sports Authority in May 2016, the industry entered a consolidation
phase, and got smaller. Conversely to what certain analysts think, the
consolidation phase is far from being over. On October 31, Performance
Sports, the famous manufacturer of Bauer hockey gear and Easton baseball
equipment, filed petitions for bankruptcy after suffering of the decreasing
demand for months. In addition, last data reports showed that same-store
sales and transaction growth of sporting goods industry have decreased
since the beginning of the year, except for a short expansion period that
followed the bankruptcy filings between May and July. However, it is a
reasonable assumption to see the end of the consolidation period before
2018. With the overall economy forecasted to improve next year, consumer
spending should increase, and the sporting goods industry should see the
profit of this trend. Therefore, it is important that investors position
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I defined the sporting goods retailer industry by carefully picking the
competitors that I used for my analysis. I chose to work with a mix of
generalists and outdoor focused companies, which include Big 5 Sporting
Goods, Tractor Supply Company, Dick’s Sporting Goods, Sportman’s
Warehouse and Cabela’s.

Superior Margins
As my analysis focuses at finding the best in class investment in an industry
that have been suffering from the latest economic development, it is
determinant to take a look at some profitability metrics. The average
margin for the industry is at 10.09% for earnings before interest, tax,
depreciation and amortization in the last twelve months period. Hibbett
Sports’ EBITDA margin is higher than the average at 13.29%, also the
highest among its peers. This trend can also be observed when analysis is
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pushed further away than the last twelve months. The 3 year EBITDA
margin average is the greatest among the industry group, and historically,
EBITDA margin is at 12.9% for Hibbett versus 8.9% for its competitors.
Hibbett’s operating income margin, which is at 11.43%, also beats industry
average, which is at 7.86%. It is also the highest margin among the
industry, and it confirms that Hibbett Sports has the most profitable
operations even after depreciation and amortization. This superior margin
creation is driven by strong initiatives from management, mainly systems
improvement and promotional management. According, to Scott Bowman,
the Chief Financial and Accounting Officer, product margin increased by
23 basis points while gross profit increased by 27 basis points in the last
quarter. Net profit margin is also above industry average at 7.20%.
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As of July 2016, Hibbett Sports only has $3.42 million in short and long
term debt. This debt is composed of $0.52 million in short term and $2.9
million in long term capital lease obligations. Hibbett leases all of its stores
and certain equipment. A low level of financial leverage is also a
determinant factor when it comes to industries that are experiencing a
slowdown. Hibbett Sports would also be able to profit more easily and
more rapidly if the current trend reverses in the near future. Contrary to its
competitors, the firm could easily finance bids for bankrupt competitors,
acquisitions or growth thanks to its $80 million line of credit and extend its
usage of credit with long term debt if necessary.

Best in Class Value Creation
This ability to create greater margins than its competitors, despite the
contraction in which the sector has been in since the beginning of the year
is decisive.

Unlevered Firm: The exception which proves the rule
First, it is important to notice that Hibbett has the lowest debt to equity ratio
of the industry at 1.07% versus 8.62% for Dick’s Sporting Goods, which is
at the second place in the ranking.

Hibbett’s weighted average cost of capital is lower by 13.9% in the last
fiscal year, but greater by 6.4% historically compared to its competitors.
Compared to the competitors again, its return on invested capital is superior
by 15.4% historically and by 12% in the last fiscal year. These numbers
demonstrate that Hibbett has a business model that is more efficient at
turning capital into profits and at lower cost than its competitors. Indeed,
the company focuses its opening of new stores in small isolated
communities to achieve the perfect mix of products that suit the best the
local preferences.
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The same kind of observations can be made when we look at forward
multiples. The next twelve months EBITDA, price to earnings and total
revenue forecasts show that Hibbett Sports is below average.
Without any surprise, Hibbett is in pole position for value creation both
historically and in the last fiscal year when compared to its peers. It seems
that management found the perfect company strategy for the sporting goods
retailing industry while being more efficient at deploying marketing
efforts. Indeed, selling and administrative expenses to revenue ratio is
almost constant, around 21-22%, historically and in the last fiscal year and
lower than competitors, which is at 25%.
The stock is also trading today below its 2 and 5 year historical average on
every single metric. According to peers and historical comparison,
investors who are willing to enter the position are going to do so at a
discount.

Multiples analysis
If we look at multiples, Hibbett Sports is trading at a current cheap price
compared to its peers. Enterprise value to EBITDA, enterprise value to
EBIT and price to diluted earnings per share are actually the lowest of the
industry while enterprise value to total revenues is below the mean.

Retailer metrics: Comp sales growth, COGS, SG&A
New stores sales growth historic average is at 5.04% for Hibbett Sports
while comparable store sales growth is at 8.01%. More recently, the
comparable store sales has been decreasing, and even entered negative
territory at -0.40% in 2016. However, as alarming as these numbers seem
4
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As it is observable from the chart below, the short interest on Hibbett Sports
stock is quiet high at 17.83. However, historically, the ratio has been above
10 days, which indicates a strong historical presence of short sellers on the
stock. In addition, the ratio has begun to decrease, which indicates a good
time to enter the position.
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to be, it is important to bring some perspective to them. Because of the
consolidation in the industry, all companies had negative comparable store
sales growth in 2016. Actually, Hibbett is the company that suffered the
less after Dick’s Sporting Goods, which had a negative growth of 0.2% last
year, only two basis points away from Hibbett Sports. For comparison,
Cabela’s comp sales growth was down by 3.4%.

Conclusion
This trend is also expected to reverse in 2017, and analysts forecast a comp
sales growth around 1.30%. According to analysts forecasts, we can expect
comp sales per store to be below historic average during the recovery year.
It is important to note that these forecasts have not been adjusted since the
result of the presidential election. The new political environment could be
a predominant driver in transaction growth, and hence in sales growth
thanks to potential new tax laws. Another important factor to take into
account is the fact that the company achieved to the reduce cost of good
sold per store by 1.54% between 2015 and 2016. A trend that we can
assume to continue next year since management has shifted its focus from
growth to cost cutting initiatives to adapt to depressed environment.

Short Interest ratio

Risks:
- Consolidation in the sporting goods retailing sector longer than expected
- Below expectation openings of new store
- Failure to manage operating costs
- Economic recession
- Failure to implement internet platform strategy
Superior margins and value creation, good comp store sales growth, no
debt, good management of COGS and SG&A and both multiple and DCF
valuation show that Hibbett Sports (HIBB) is the best in class investment.
We recommend an entry point at current market price, $42.5, mainly
because Hibbett Sports beat EPS expectation seven times out of the last
eight quarters. Our target price is at $49.0 for a target return of 15.0%. If
earnings were to disapoint, we recommend entry point at $39.
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